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Opinion

NEW YORK, Oct 21, 2010 -- Moody's Investors Service has assigned an Aaa Issuer Rating to the City of Newport Beach. We have also
assigned an Aa2 rating to the city's 2010A and 2010B Certificates of Participation (COPs). The two notch rating distinction between the current
COP rating and the city's Issuer Rating represents Moody's standard notching for essential purpose, fixed asset leases relative to a California
issuer's general obligation or Issuer Rating. Broadly speaking the two notches reflect the risk of abatement (and the related lack of seismic
insurance coverage) and the narrower, general fund security pledge for leases compared to the unlimited property tax pledge securing general
obligation bonds.

RATINGS RATIONALE

The rating assignments are determined by the city's exceptionally strong socioeconomic profile, which includes very high wealth levels, an
economy that has weathered the recession well compared to other cities, and sound prospects for continued economic stability. The city's
healthy fiscal position features notably ample reserves and a standard debt profile. The lease provisions are mostly typical with the exception of
not having a reserve for the COPs. However, this is only a minor weakness in light of the city's overall credit strengths and was also factored into
the rating. The Issuer Rating signals our expectation that despite the pressured statewide economy, the city will continue to perform significantly
better than other California and national cities with respect to its local economy and fiscal operations.

The COPs will be issued by the Newport Beach Public Facilities Financing Corporation, which will make debt service payments derived from
lease payments received from the city. The city has covenanted to budget and appropriate lease payments for use and occupancy of the leased
assets, which include several fire stations, a police station, and central library.

EXCEPTIONALLY STRONG COASTAL SOUTHERN CALIFORNIA ECONOMY

Newport Beach is a full service city of 87,000 people in Orange County located 45 miles south of the city of Los Angeles. The community is
bounded to the west by coastline, which is a major draw for tourists and a significant contributor to the local economy. The city is approximately
90% built out and residential but has grown in recent years by annexing adjacent unincorporated areas.

A major strength of the city's credit profile is the substantial wealth of the community and local economy. City residents earn per capita incomes
that are almost three times greater than the national median and are second only to the City of Beverly Hills among Moody's-rated Aaa California
cities. The median home price in the city is $1.3 million, which is also among the highest in the nation. The Newport Beach economy has been
impacted by the economic recession as indicated by an increase in unemployment. However, the level of joblessness is still just 6% and, though
well above the ten-year average of 3.1%, it is still only half of the statewide mark. One factor helping to curb unemployment is the city's location,
which provides residents with access to the diverse job centers of both greater Orange County and Los Angeles.

The city's local economy maintains a sound level of diversity among its taxpayers and employment base. The city's principal employers
represent a wide range of industries including healthcare, professional services, technology and hospitality. The top ten taxpayers combine to
contribute just 7.5% of the total $38.7 billion assessed valuation. This level of valuation results in an impressive assessed valuation per capita of
$446,000. The assessed valuation continued to grow in both 2010 and 2011, albeit by very modest rates, at a time when many other tax bases
around the state were diminished as a result of the recession.

The rise in unemployment and slowdown in assessed valuation clearly indicate that the city has not been immune to the effects of the recession.
However, the rating incorporates our expectation that the city's economy and socioeconomic profile will continue to withstand the recession
significantly more resiliently than other cities within the state and around the nation.

VERY HEALTHY FISCAL POSITION HIGHLIGHTED BY AMPLE RESERVES



The city has consistently maintained a very healthy fiscal position that has resulted in the accumulation of a considerable level of reserves and a
strong cash position. The city's general fund balance has averaged 47.5% of total general fund revenues over the last six years including a very
healthy 55.2% in 2010. These figures are consistent with the Aaa rating level within the state and well above the national median for the rating
level. Including other unrestricted funds outside of the city's general fund, the total available reserves rise to 96% for fiscal 2010. The city's
general fund cash position has also been consistently stout while averaging 46% since fiscal 2005. The city's fiscal 2010 general fund balance
was preserved by mid-year budget cuts that reduced an $8 million budget gap. These reductions allowed the city to refrain from using reserves
to address the budget and maintain structural balance.

For fiscal 2011, the city anticipates balanced operations that will enable the maintenance of a healthy reserve position. The city plans to transfer
$31 million from the general fund to the facilities financing special revenue fund. Despite the transfer, the monies will remain available for use in
the general fund on an unrestricted basis, which will keep the total available fund balance at an unusually high level. As it has for more than a
decade, the city will also transfer approximately $20 million to its Tidelands fund in recognition of the costs associated with providing primarily
public safety service to the beaches and marina. This subsidy has been level and consistent and is not expected to change in the foreseeable
future.

The city's finances have remained robust through the economic downturn, in part, because the city has a below average reliance upon sales tax
revenues, which have been particularly volatile during the recession. Sales tax revenues only comprise 14% of the city's total revenue base
versus the 20% to 25% level more common in California cities. The city's sales tax base also benefitted from not having a single auto dealership
close as opposed to other communities, which lost meaningful portions of sales tax revenues following a dealership loss. Though sales tax
revenue did decline in both 2009 and 2010, the level of deterioration given the limited exposure to the revenue stream was not enough to
significantly disrupt the city's fiscal operations. Here again the city benefits from the wealth of its citizenry who, despite the recession, retain well-
above average purchasing power to help support sales tax revenue. So far for fiscal 2011, sales tax revenues are on pace to improve from the
previous year with auto dealers, retail, and restaurants recognizing the biggest gains.

Property tax revenues are typically half of the city's revenues and have continued to grow slowly over the last two years reflecting the general
weakness in the housing market. The city is a well-established community that did not undergo rapid growth resulting from high volumes of new
housing starts as was the case in other portions of the state. As a result, the city is also not undergoing as severe a home price correction and
property tax revenues have remained stable.

Moody's anticipates that the city will continue to effectively manage operations to retain its overall fiscal strength despite ongoing economic
uncertainty that could pressure revenues and require swift expenditure adjustments.

SOUND DEBT POSITION WITH NO FIRM ADDITIONAL DEBT PLANS

The current issue will be the city's only general fund debt obligation and will result in manageable annual lease payments of approximately 5% of
total general fund revenues. Following the sale, the city will have direct and overall debt levels 0.3% and 1.8% respectively, which is typical for a
Moody's-rated city. The new money proceeds from the sale will be used to finance construction of the city's new civic center including city hall,
civic center park, parking structure, and library expansion. The city will also refund its 1998 Library COPs and receive level annual debt service
savings with no extension of the maturity schedule. The leased assets have a combined appraised value of $140 million as established by a
third-party appraisal firm. Once construction is complete, the city expects to substitute the new civic center as the leased asset. The city will
also budget debt service for the Build America Bonds portion of the debt on a gross basis inclusive of expected subsidies. The city has no
additional borrowing plans.

MOSTLY STANDARD LEGAL STRUCTURE AND COVENANTS BUT NO RESERVE FUND FOR COPs

The legal provisions of the sale are largely standard with the exception of there being no reserve for the COPs. This weakness is sufficiently
offset by the city's available reserves and move to transfer general fund resources to the facility financing fund to support the debt (though these
funds are not solely restricted for the COPs). Other elements of the legal provisions are more typical and include two-years of rental interruption
insurance, title, liability, property and casualty insurance. The lease purchase agreement also allows the city to substitute leased assets in the
event that it loses use and occupancy of all or a portion of one of the current leased assets.

WHAT COULD CHANGE THE RATING -UP

N/A

WHAT COULD CHANGE THE RATING- DOWN

The rating could become pressured if the city's fiscal position materially deteriorates while the city's socioeconomic profile becomes significantly
weaker.

KEY STATISTICS

Fiscal 2011 assessed valuation: $38.7 billion

Assessed valuation per capita: $446,000

Fiscal 2010 general fund balance (unaudited actual): 55.2%

Direct debt burden: 0.3%

Overall debt burden: 1.8%

The principal methodology used in rating Newport Beach Public Facilities Financing Corporation, CA was The Fundamentals of Credit Analysis
for Lease-Backed Municipal Obligations rating methodology published in October 2004. Other methodologies and factors that may have been
considered in the process of rating this issuer can also be found on Moody's website.

REGULATORY DISCLOSURES



Information sources used to prepare the credit rating are the following: parties involved in the ratings, parties not involved in the ratings,
confidential and proprietary Moody's Investors Service's information, confidential and proprietary Moody's Analytics' information.

Moody's Investors Service considers the quality of information available on the credit satisfactory for the purposes of assigning a credit rating.

MOODY'S adopts all necessary measures so that the information it uses in assigning a credit rating is of sufficient quality and from sources
MOODY'S considers to be reliable including, when appropriate, independent third-party sources. However, MOODY'S is not an auditor and
cannot in every instance independently verify or validate information received in the rating process.

Please see ratings tab on the issuer/entity page on Moodys.com for the last rating action and the rating history.

The date on which some Credit Ratings were first released goes back to a time before Moody's Investors Service's Credit Ratings were fully
digitized and accurate data may not be available. Consequently, Moody's Investors Service provides a date that it believes is the most reliable
and accurate based on the information that is available to it. Please see the ratings disclosure page on our website www.moodys.com for further
information.

Please see the Credit Policy page on Moodys.com for the methodologies used in determining ratings, further information on the meaning of each
rating category and the definition of default and recovery.
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CREDIT RATINGS ARE MOODY'S INVESTORS SERVICE, INC.'S ("MIS") CURRENT OPINIONS OF THE
RELATIVE FUTURE CREDIT RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE
SECURITIES. MIS DEFINES CREDIT RISK AS THE RISK THAT AN ENTITY MAY NOT MEET ITS
CONTRACTUAL, FINANCIAL OBLIGATIONS AS THEY COME DUE AND ANY ESTIMATED FINANCIAL LOSS
IN THE EVENT OF DEFAULT. CREDIT RATINGS DO NOT ADDRESS ANY OTHER RISK, INCLUDING BUT
NOT LIMITED TO: LIQUIDITY RISK, MARKET VALUE RISK, OR PRICE VOLATILITY. CREDIT RATINGS ARE
NOT STATEMENTS OF CURRENT OR HISTORICAL FACT. CREDIT RATINGS DO NOT CONSTITUTE
INVESTMENT OR FINANCIAL ADVICE, AND CREDIT RATINGS ARE NOT RECOMMENDATIONS TO
PURCHASE, SELL, OR HOLD PARTICULAR SECURITIES. CREDIT RATINGS DO NOT COMMENT ON THE
SUITABILITY OF AN INVESTMENT FOR ANY PARTICULAR INVESTOR. MIS ISSUES ITS CREDIT RATINGS
WITH THE EXPECTATION AND UNDERSTANDING THAT EACH INVESTOR WILL MAKE ITS OWN STUDY
AND EVALUATION OF EACH SECURITY THAT IS UNDER CONSIDERATION FOR PURCHASE, HOLDING, OR
SALE.

ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY LAW, INCLUDING BUT NOT LIMITED TO,
COPYRIGHT LAW, AND NONE OF SUCH INFORMATION MAY BE COPIED OR OTHERWISE REPRODUCED,
REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED, DISSEMINATED, REDISTRIBUTED OR RESOLD,
OR STORED FOR SUBSEQUENT USE FOR ANY SUCH PURPOSE, IN WHOLE OR IN PART, IN ANY FORM OR
MANNER OR BY ANY MEANS WHATSOEVER, BY ANY PERSON WITHOUT MOODY'S PRIOR WRITTEN
CONSENT. All information contained herein is obtained by MOODY'S from sources believed by it to be accurate and
reliable. Because of the possibility of human or mechanical error as well as other factors, however, all information
contained herein is provided "AS IS" without warranty of any kind. MOODY'S adopts all necessary measures so that
the information it uses in assigning a credit rating is of sufficient quality and from sources Moody's considers to be
reliable, including, when appropriate, independent third-party sources. However, MOODY'S is not an auditor and
cannot in every instance independently verify or validate information received in the rating process. Under no



circumstances shall MOODY'S have any liability to any person or entity for (a) any loss or damage in whole or in part
caused by, resulting from, or relating to, any error (negligent or otherwise) or other circumstance or contingency within
or outside the control of MOODY'S or any of its directors, officers, employees or agents in connection with the
procurement, collection, compilation, analysis, interpretation, communication, publication or delivery of any such
information, or (b) any direct, indirect, special, consequential, compensatory or incidental damages whatsoever
(including without limitation, lost profits), even if MOODY'S is advised in advance of the possibility of such damages,
resulting from the use of or inability to use, any such information. The ratings, financial reporting analysis, projections,
and other observations, if any, constituting part of the information contained herein are, and must be construed solely
as, statements of opinion and not statements of fact or recommendations to purchase, sell or hold any securities.
Each user of the information contained herein must make its own study and evaluation of each security it may
consider purchasing, holding or selling. NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY,
TIMELINESS, COMPLETENESS, MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR PURPOSE OF ANY
SUCH RATING OR OTHER OPINION OR INFORMATION IS GIVEN OR MADE BY MOODY'S IN ANY FORM OR
MANNER WHATSOEVER.

MIS, a wholly-owned credit rating agency subsidiary of Moody's Corporation ("MCO"), hereby discloses that most
issuers of debt securities (including corporate and municipal bonds, debentures, notes and commercial paper) and
preferred stock rated by MIS have, prior to assignment of any rating, agreed to pay to MIS for appraisal and rating
services rendered by it fees ranging from $1,500 to approximately $2,500,000. MCO and MIS also maintain policies
and procedures to address the independence of MIS's ratings and rating processes. Information regarding certain
affiliations that may exist between directors of MCO and rated entities, and between entities who hold ratings from MIS
and have also publicly reported to the SEC an ownership interest in MCO of more than 5%, is posted annually at
www.moodys.com under the heading "Shareholder Relations — Corporate Governance — Director and Shareholder
Affiliation Policy."

Any publication into Australia of this document is by MOODY'S affiliate, Moody's Investors Service Pty Limited ABN 61
003 399 657, which holds Australian Financial Services License no. 336969. This document is intended to be provided
only to "wholesale clients" within the meaning of section 761G of the Corporations Act 2001. By continuing to access
this document from within Australia, you represent to MOODY'S that you are, or are accessing the document as a
representative of, a "wholesale client" and that neither you nor the entity you represent will directly or indirectly
disseminate this document or its contents to "retail clients" within the meaning of section 761G of the Corporations
Act 2001.

Notwithstanding the foregoing, credit ratings assigned on and after October 1, 2010 by Moody's Japan K.K. (“MJKK”)
are MJKK's current opinions of the relative future credit risk of entities, credit commitments, or debt or debt-like
securities. In such a case, “MIS” in the foregoing statements shall be deemed to be replaced with “MJKK”. MJKK is a
wholly-owned credit rating agency subsidiary of Moody's Group Japan G.K., which is wholly owned by Moody’s
Overseas Holdings Inc., a wholly-owned subsidiary of MCO.

This credit rating is an opinion as to the creditworthiness or a debt obligation of the issuer, not on the equity securities
of the issuer or any form of security that is available to retail investors. It would be dangerous for retail investors to
make any investment decision based on this credit rating. If in doubt you should contact your financial or other
professional adviser.
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